KPSC 99-434

Review of BellSouth Telecommunications,
Inc.’s Price Regulation Plan

RECEIVED

AUG 0 172003

PUBLIC 8ERVI
COMMBSION "™

BellSouth Telecommunications, Inc.’s
Response to the Commission’s August 3, 2000,
Order

Filed: August 1, 2003

EDITED



@ BELLSOUTH

BeiliSouth Telecommunications, lnc. Darothy J. Chambers

801 W. Chestnut Street General Counsel/Kentucky
Room 407

Louiswille, KY 40203 502 582 8219

Fax 502 582 1573
Dorothy.Chambers@BellSauth.com

August 1, 2003

Mr. Thomas M. Dorman Co
Executive Director a it
Public Service Commission

211 Sower Boulevard

P.O. Box 615

Frankfort, KY 40602

Re:  Review of BellSouth Telecommunications, Inc.'s Price Regulation Plan
Case No. 99-434

Dear Mr. Dorman:

Pursuant to the Commission’s August 3, 2000, Order in the above-captioned
case, enclosed for filing is information from BellSouth regarding the three year review of
BellSouth's Transition Regulation Plan.

Exhibit 4 to the letter from Joan Coleman to Thomas M. Dorman dated August 1,
2003, contains confidential, commercial, or proprietary information and, pursuant to 807
KAR 5:001, Section 7, enclosed is BellSouth's Confidentiality Petition.

One proprietary and ten edited copies of the information are provided to the
Commission. An edited copy is provided to parties of record. If any party to this case
desires a proprietary copy of this filing, they should contact my office.

Sincerely,

" iz y

Dorothy J/Ch n{bers

Enclosures

cc: Parties of Record
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COMMONWEALTH OF KENTUCKY ECE'VED
T [
BEFORE THE PUBLIC SERVICE COMMISSION AUG 0 12003

PUBUIC SERVICE
In the Matter of: COMMISSION
REVIEW OF BELLSOUTH )
TELECOMMUNICATIONS, INC.'S ) CASE NO. 99-434
PRICE REGULATION PLAN )

CONFIDENTIALITY PETITION
PURSUANT TO 807 KAR 5:001 SECTION 7

Petitioner, BellSouth Telecommunications, inc., (“BellSouth”), hereby moves the
Public Service Commission of the Commonwealth of Kentucky (the “Commission”),
pursuant to KRS 61.878 and 807 KAR 5:001, §7, to classify as confidential the
highlighted information contained in Exhibit 4 to the letter to Thomas M. Dorman,
Executive Director — Kentucky Public Service Commission. The Exhibit shows names of
specific Competitive Local Exchange Carriers (“CLEC”) operating in Bellsouth’s
Kentucky territory and estimates of their access lines. These CLECs are wholesale
customers of BellSouth.

The Kentucky Open Records Act exempts certain commercial information from
the public disclosure requirements of the Act. KRS 61.878(1)(c)1. To qualify for this
commercial information exemption and, therefore, keep the information confidential, a
party must establish that disclosure of the commercial information would permit an
unfair advantage to competitors and the parties seeking confidentiality if openly
discussed. KRS 61.878(1){(c)1; 807 KAR 5:001 § 7. The Commission has taken the
position that the statute and rules require the party to demonstrate actual competition

and the likelihood of competitive injury if the information is disclosed.



This information is customer specific information to which those customers have
an expectation of privacy. Information provided to the Commission concerning specific
customers also may be Customer Proprietary Network information (“CPNI") and shouid
not be publicly disclosed without the approval of the individual customers.

The material for which BellSouth seeks confidential treatment in the portion of
the Exhibit identified above also contains commercially valuable information. All of the
information identified herein has potential value to other participants in the local
exchange market, such as incumbent local exchange carriers (ILECs), competitive
access providers (CAPs), facilities-based competitive local exchange carriers (CLECs),
cable companies who have developed or are contemplating the development of
wholesale or retail network products, and wireless providers.

Public disclosure of the identified information would provide competitars with an
unfair competitive advantage. The Commission should also grant confidential
treatment to the information for the following reasons:

(1)  The information for which BellSouth is requesting
confidential treatment is not known outside of BellSouth,

(2)  The information is not disseminated within BeilSouth
and is known only by those of BellSouth’s employees who
have a legitimate business need to know and act upon the
information;

(3)  BeliSouth seeks to preserve the confidentiality of this
information through all appropriate means, including the

maintenance of appropriate security at its offices; and



(4) By granting BellSouth'’s petition, there would be no
damage to any public interest.
For the reasons stated herein, the Commission should grant BellSouth’s request

for confidential treatment of the identified information.

Respectfully submitted,

7W/47/é£

Dorothy J. Chamt .

601 W. ChestnuLStreet Room 407
P. O. Box 32410

Louisville, KY 40232

Tel. No. (502) 582-8219

J. Phillip Carver

Suite 4300, BellSouth Center
675 W. Peachtree St., N.E.
Atlanta, GA 30375

Tel. No. (404) 335-0710

COUNSEL FOR BELLSOUTH
TELECOMMUNICATIONS, INC.
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CERTIFICATE OF SERVICE

I hereby certify that a copy of the foregoing was served on the individuals on the

attached Service List by mailing a copy thereof, this 1st day of August 2003.

4
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SERVICE LIST - PSC 99-434

Hon. Ann Cheuvront

Assistant Attorney General
1024 Capital Center Drive
Frankfort, KY 40601 8204

Mr. Gene Coker

AT&T COMMUNICATIONS

Suite 8100

1200 Peachtree Street, N.E.
Atlanta, GA 30309

Ms. Sylvia Anderson

AT&T Communications

Suite 8100

1200 Peachtree Street, N.E.
Atlanta, GA 30309

Hon. C. Kent Hatfield

Hon. John M. Franck
Middleton & Reutlinger

2500 Brown & Williamson Tower
Louisville, KY 40202

Hon. Susan Berlin

MCI Telecommunications Corp.

& Concourse Parkway, Suite 3200
Atlanta, GA 30328

William Atkinson, Esq.

Sprint Communications Co., L.P.
3065 Cumberland Blvd.

Mailstop GAATLDO602

Atlanta, GA 30339

Hon. John N. Hughes
Attorney at Law

124 W. Todd St.
Frankfort, KY 40601

DeMara Madison

Regulatcory Compliance
Coordinator

Cable & Wireless USA, Inc.
8219 Leesburg Pike

Vienna, VA 22182

Amy Hartzler

ICG Telecom Group, Inc.
P. O. Box 6742

161 Inverness Drive, West
Englewccd, CO 8Cl112

Larry Barnes

Director of Regulatory Affairs
IXC Communications Svcs., Inc.
1122 Capital of Texas Hwy. South
Austin, TX 78746

Kathy Ford

Dept. of Policy & Law

LCI Internatiocral Telecom
Corporation d/b/a Qwest
Communications Services

1801 California Street, 45th Floor
Denver, CO 80202

Darrell Maynard, President
Southeast Telephone, LTD
106 Power Drive

Pikeville, KY 41502 4150

Kristi Shaw

Regulatory Analyst

Teltrust Communications Services
6322 South 3000 East

Salt Lake City, UT 84121

Walter P. Drabinski, President
Vantage Cecnsulting, Inc.

22814 Overseas Highway

Cudjoe Key, FL 33042

Mr. Stephen R. Byars
ALLTEL Kentucky, Inc.

P. 0. Box 1650

Lexington, KY 40588-1650

Jonathan N. Amlung

1000 Republic Building

429 W. Muhammad Ali Boulevard
Louisville, KY 40202

Honorable Richard M. Breen
2950 Breckenridge Lane, Suite 3
Louisville, KY 40220



@ BELLSOUTH

BeliSouth Telecommunications, inc.  502-582-2167

41 Floor FAX 502-582-8667
801 W. Chestnut Strest Joan A. Coleman
Louisville, KY 40203 Vice President

Regulatory & Extenat Affairs
Joan.Coleman@belisouth.com

August 1, 2003

RECEIVED

Thomas M. Dorman

Executive Director AUG 01 2003
Kentucky Public Service Commission PUBLIC SERVICE
211 Sower Boulevard COMMISSION
P. 0. Box 615

Frankfort, Kentucky 40602-0615

Re: Case No. 99-434, Review of BellSouth Telecommunications, Inc.’s Price Regulation
Plan

Dear Mr. Dorman;

In its August 3, 2000 order in this case (Transition Regulation Plan - TRP order), the
Commission approved BellSouth’s proposed TRP for a three-year pilot period. In that
order, the Commission directed BellSouth to file information with the Commission
within three years that proposed the method of regulation the Company recommended at
the conclusion of the pilot program (see TRP order, page 18). In response to this
Commission request, BellSouth proposes the current TRP continue since the current TRP
plan can provide the flexible framework that is necessary to respond to changes in the
Kentucky telecommunications market. A tariff revision reflecting the proposed change is
being filed with this letter. The TRP has met or exceeded the Objectives of the Plan, and
it has provided the framework for the Commission to allow the Company to respond to
competition, and, therefore, respond to customer needs. Additional pricing flexibility
will likely be required as we move along the continuum towards increased competition
and deregulation.

Executive Summary

The innovative Transition Regulation Plan (the TRP) approved by the Kentucky Public
Service Commission has succeeded beyond its original objectives during the three-year
pilot. BellSouth’s customers have benefited under the TRP, and Kentucky’s consumers
have seen their competitive choices for telecommunications services increase
dramatically.



One of the TRP objectives was to ensure reasonable rates and good service for customers
as competition drove changes in the marketplace, including the need to eliminate rate
subsidization. Under “rate rebalancing” provisions of the plan, rates for basic telephone
service have remained very affordable with small increases for residential customers and
decreases for many business customers.

At the same time, BellSouth’s Kentucky customers have experienced excellent service by
any measure. Tough internal and Commission measurements demonstrate consistently
good service. And customers recognized BellSouth with the top ranking in the J.D.
Power and Associates study of customer satisfaction.

Increased flexibility and efficiency in meeting customers’ needs was another objective of
the TRP. Within the framework of the TRP, BellSouth has been able to price optional
services at market rates, while providing a significant number of promotional offers to
customers. In addition, streamlined filing procedures and requirements have enabled the
company to be more responsive to customers.

The TRP also benefited customers in more rural areas of the state by providing them with
access to high-speed communications services. The TRP, which included incentives to
deploy broadband services through much of BellSouth’s rural Kentucky service area,
exceeded its objectives. Now customers in 97 communities have access to broadband
access services provided by BellSouth.

Competition has flourished under the Transition Regulation Plan. There are now more
than 80 CLECs operating in Kentucky. Kentucky consumers’ choices for their
telecommunications services have expanded in every part of the state, including the
smaller, rural communities. In fact, in all of the territory served by BellSouth in
Kentucky, there are no fewer than six, and sometimes more than 50, CLECs now
providing competitive telecommunications services.

More consumers also are moving away from traditional telephone service providers and
choosing competitive alternatives, such as cellular phones and services provided by cable
companies. Clearly more demanding consumers, increased competition in the
marketplace and new technologies will push our industry into uncharted waters.

Overall, the Transition Regulation Plan achieved and even exceeded its objectives over
the past three years. Continuing the TRP will provide the regulatory framework needed
to tackle the tough issues arising from the swift and dramatic increase in competition in
our industry as we move towards less regulation. The TRP will continue to benefit
consumers and keep the state in the forefront when it comes to regulatory policy.

Evaluation

BellSouth believes the TRP has been an appropriate next step in the continuum towards
deregulation in the Kentucky telecommunications industry. A key element of the TRP
has been the flexibility it has allowed the Commission to adjust regulatory procedures in
the increasingly competitive marketplace. Examples include streamlined filing



procedures for promotions and contracts and modified bill presentation requirements.
The customers in Kentucky benefited from the TRP because the Company was able to
file with the Commission changes to the TRP to streamline regulation of promotions and
Contract Service Arrangements (CSAs), which allowed the Company to focus on
providing competitive alternatives to its customers upon customer request and without
regulatory delay.

In summary, BellSouth believes the Commission has established a regulatory framework
with the TRP that, if the flexibility is maximized, produces benefits for all stakeholders:
consumers, the Commission, and BellSouth. The TRP also allows appropriate responses
to continually changing circumstances on the path towards deregulation.

In its TRP order, the Commission noted continued and increasing regulatory flexibility is
a must for BellSouth to successfully participate in the Kentucky marketplace in the
future. In its TRP order, the Commission noted:

“The Commission’s goals have been met in the past through these altemative
regulation methods, and it now appears that additional innovations are necessary
to enable BellSouth to adjust to the changing telecommunications environment.
Competition is becoming more prevalent, business rates have moved much closer
to competitive market rates, and new technologies have produced services no one
envisioned only a decade ago.” (see TRP order, pages 2-3)

The factors the Commission identified which produced the need for the TRP (increasing
competition, new technologies), plus others (changing roles in the marketplace,
regulatory uncertainty, convergence of technologies) are all still present and are even
more prevalent in today’s Kentucky market where wireless, cable and CLECs are very
active. These factors still support the flexibility provided in this regulatory framework
that must be dynamic enough to respond to the various changes in the market.

Certainly, more changes will be needed in pricing and regulatory processes as the
industry continues to evolve. BellSouth will continue to propose the changes necessary
to respond to this increasingly competitive marketplace and the move towards
deregulation of the telecommunications industry. Some examples of those expected
changes in the near future include requesting additional rate rebalancing, promotion
notice flexibility, and metro pricing initiatives. In the Commission’s Order dated July 9,
2003, in Case No. 2002-00421 regarding zone charges, the Commission suggested that
the Company evaluate these charges in the future. The Company is reviewing possible
zone charge reductions with a rate rebalance for filing after approval of the TRP.
BellSouth also anticipates filing both a metro-pricing plan that would target additional
pricing flexibility needs in the metropolitan areas where the most significant facilities-
based competition exists, and proposals to detariff services.

There are numerous other proceedings currently or imminently before the Commission
including Presumptive Validity, Contract Service Arrangements, and the expected state
proceedings following release of the Triennial Review Order from the FCC. In such a



dynamic environment, with so many players offering various modes of communications,
an open and flexible regulatory framework where ideas can be presented and approved is
essential. As the industry changes and competitive offers are more creative and
responsive to customers’ needs, BellSouth will actively pursue the initiatives that it
believes are needed with respect to the retail market.

Objectives of the TRP

As indicated above, the Company believes the Objectives of the TRP have been met, or
exceeded, throughout the Pilot TRP and that the Plan should be continued. In its TRP
order, the Commission commented on the goals of the regulation plan then in effect, as
well as future goals:

“The Audit Report concludes, and the Commission agrees, that these objectives
have generally been met and should continue to be goals of this Commission in
future regulation of BellSouth.

The Audit Report proposes two additional objectives. The first is to permit
BellSouth to adjust the prices of its retail services toward incremental costs based
on market price. The second is to ensure that the introduction of competition to
all markets in Kentucky is not hindered by the method of regulation. The
Commission agrees that these goals must be adopted.” (see TRP order, page 3)

BeliSouth believes the current goals and objectives of the TRP, as approved by the
Commission, continue to be an appropriate set of goals and objectives for the near term
as the industry moves towards more deregulation. The TRP has proven to be effective in
allowing the Commission and the Company to meet those objectives.

The specific objectives of the TRP are listed in Section A36.1.1.B of the Company’s
General Subscriber Services Tariff, and have been met as follows:

Objective Number 1: Ensure basic service continues to be available at reasonable

rates, and shield the basic ratepayer from significant price increases resulting from the
changing marketplace.

This objective has been met and continues to be an appropriate objective. Basic service
continues to be provided at reasonable rates. This first objective is focused where it
should be — on consumers. As the telecommunications industry has moved along the
path to full competition, significant concern has been voiced about what effect this
evolution will have on basic exchange rates that historically have been subsidized by now
competitive business and access services. A lot of work remains to be done, but with the
Commission’s help, BellSouth has been able to rebalance rates in Kentucky over the last
three years under the TRP. This rebalance which was gradual, controlled, and targeted at
the high cost areas of the state, was not contested by our customers.



Even after this rebalance, BellSouth’s residence exchange rates are still comparable to
those of the other major local exchange carriers in Kentucky (basic residential rates range
from $15.20 in out state to $18.40 in Louisville). As some points of comparison,
Cincinnati Bell’s rates range from $16.95 (in relatively dense areas like F lorence) to
$26.00 (in less dense areas like Falmouth and Glencoe), and Kentucky ALLTEL s rates
range from $13.20 in numerous exchanges to $18.95 in Lexington (South Shore’s local
exchange rate is $18.99).

In addition to the controlled rebalance of basic exchange rates, the Commission and
BellSouth have further ensured the availability of affordable rates under the TRP by
continuing to provide options to exchange rates like Area Calling Service (A3.2.8), Local
Measured Service (A3.2.3), Area Plus ® service (A3.2.10), and Lifeline service (A3.31).

Objective Number 2: Continue to provide high quality service.

Today’s customers have more choices for their telecommunications services, which puts
them in a position to define and demand high quality service. According to customers --
as well as virtually all internal and external measures -- BellSouth has continued to
provide high quality service.

BellSouth and its employees have received top honors in numerous independent studies
and surveys of customers, including:

e Number I ranking in all factors of customer satisfaction with local service in the
Southeast by J.D. Power and Associates regional study. Ranked overall and
highest in all six major factors of the study: customer service, performance and
reliability, company image, billing, cost of service, and offerings and promotions.

¢ Number 1 ranking American Customer Satisfaction Index, Local
Telecommunications Industry Group, conducted by the National Quality Research
Center at University of Michigan’s Business School, May 2003 (for the 10
straight year).

* Number 1 for the second straight year in the Yankee Group’s Technologically
Advanced Family survey.

Service Quality Measurements

BellSouth constantly measures its service quality against customers’ standards and the
Company’s tough standards, as well as the service objectives set by the Commission.
BellSouth’s consistent good service is reflected in the results of the service quality
measurements. In fact, overall BellSouth’s service objective results improved during the
years of the TRP. A comparison of service objective results prior to the TRP and those
achieved during the TRP is attached as Exhibit 1.



Continuous Improvement

BellSouth employees are very proud of the Company’s long tradition of excellent service.
Yet in today’s competitive market, BellSouth must work to continue improving service
quality. To strengthen the service focus and continue improving customer satisfaction,
BellSouth employees work with five guiding principles for providing excellent service
known as The Customer Rules: 1) Take Ownership . . . and Show We Care; 2) Be
Responsive and Deliver; 3) Do It Right; 4) Make It Seamless; and 5) Meet Our
Commitments.

Dozens of Kentucky employees have been recognized with Service Leader Awards. The
Customer Rules guiding principles have become part of the Company’s everyday focus
and commitment to service excellence. And a number of improvements have been
implemented in the way BellSouth operates and interacts with customers.

Emergency Preparedness

BellSouth is known as an industry leader in €mergency preparedness. Its experienced,
well-trained, and dedicated employees have kept up a long record of service continuity
and recovery during ice storms, floods, tornados and other emergencies. Now BellSouth
has applied the same high standards to preparedness for potential threats to nationa)
security and the security of the network.

A cornerstone of the Company’s preparedness is its program of preventive measures, one
of the most comprehensive in the industry. BellSouth’s network is built to survive,
particularly when it comes to central offices and the interoffice switching network. While
loss of a facility is extremely rare, BellSouth has developed an extensive organizational
structure for emergency preparedness and restoration — at the local, state and regional
levels. The Company has defined Emergency Response Teams and regularly conducts
drills and reviews of procedures.

Objective Number 3: Permit the Commission and the Company to direct their energies to

meet customers’ needs and enhance efficiency in the provision of telecommunications
services throughout Kentucky.

This objective has been met and continues to be an appropriate objective.

Throughout the review of the significant regulatory issues before the Commission dealing
with opening the local network to competition and evaluating BellSouth’s application to
enter the long-distance business, the TRP has allowed all to focus on the appropriate
regulatory matters, those of wholesale relationships and issues. As the methods and
procedures of the Commission’s regulation of BellSouth have been modified over the last
three years, the Commission, the Company, and other Stakeholders have had the



opportunity to enter into meaningful discussions on various subjects such as presumptive
validity, bill format, promotions, and Contract Service Arrangements.

Objective Number 4: Provide enhanced incentives to invest in new technologies and
services.

This continues to be an appropriate objective, and through BellSouth’s investment in new
technology in the state, this objective has not only been met but it has been exceeded.

The Commission’s recognition and approval of the TRP provided incentives for
BellSouth to begin broadband deployment to 35 rural wire centers in Kentucky that, at
that time, had limited alternatives for broadband access. Over the course of the TRP,
significant competition and increased Internet usage have encouraged the additional
deployment of broadband in Kentucky. As a result of these market dynamics, BellSouth
has deployed well beyond the originally proposed 35 wire centers to over 98 wire centers
(see Exhibit 2a for deployment listing and maps in Exhibits 2a and 2b for comparisons).
This brings the total number of BellSouth’s broadband capable wire centers in Kentucky
to 115. Remote solutions have also been deployed in various exchanges to enable
additional customers to have access to broadband. Certainly this has benefited Kentucky
consumers through increased access to broadband services. In response to market
conditions, additional infrastructure deployments are planned for this year that will
continue to enhance BellSouth’s Kentucky broadband capability. Permitting the
competitive broadband marketplace to work will ensure that continued investment and
service development are driven by demand. In total, BellSouth will have invested nearly
$35M in broadband technology in Kentucky. Many end users in Kentucky also have
additional broadband capability offered through competitors such as cable, non-ILEC
DSL providers and wireless service providers. Of these, cable and wireless have no
regulation by the Commission and non-ILEC DSL providers have minimal regulation by
the Commission. Regulatory parity among broadband providers and the regulatory
certainty it brings are necessary for continued incentives and growth of the broadband
markets in Kentucky.

The negative impact of regulatory uncertainty upon investment in new technology is well
illustrated in the Commission’s divided decision regarding provisioning of Bellsouth's
wholesale DSL over UNE-P (KY PSC Case No. 2002-00432, appealed to federal court).
As Chairman Huelsmann correctly recognized in his dissent, regulation that is
inconsistent between the state and federal jurisdictions is "pure and simple regulatory
uncertainty" which creates "a situation in which there is less incentive for BellSouth to
deploy broadband throughout the state." BellSouth could not agree more. The
Commission order in this case not only creates regulatory uncertainty and a potentially
detrimental impact on technological investment in Kentucky, but it also is fundamentally
unfair in its taking of BellSouth's market-based investments to unfairly advantage
competitors who, unlike BellSouth, have chosen not to invest capital for broadband in
this Commonwealth.



Objective Number 5: Permit the Company the added flexibility to rice competitive

services, set depreciation rates, and respond to a changing marketplace.

This objective has been met and continues to be an appropriate objective.

The Commission has allowed the Company to move its rates for many optional,
discretionary services to their market rates. The opportunity to recover revenue from the
marketplace that properly reflects the value consumers place on these services provides
the Company incentive to expand the availability of existing services, and to introduce
new ones. In addition, the Company has been able to provide a significant number of
promotional offers to its customers as a result of this market pricing of services.

In addition to providing flexibility for the Company to set depreciation rates and price
services at market rates, the TRP has allowed the Company to better respond to the
marketplace. This response has been accomplished through the Commission’s approval
of modified filing procedures for promotions and Contract Service Arrangements (KY
PSC Case No. 2001-077). The Company also expects to better address customers’ needs
and desires in the display of billing information, as a result of the Commission’s decision
to modify the requirements for presentation of regulated and non-regulated charges on
customers’ bills (KY PSC Case No. 2002-310). Please see the discussion for Objective 3
above.

Pricing flexibility for competitive services is essential to maximize the benefit to the
consumers in Kentucky. Such pricing flexibility will likely be targeted at services and
packages for individual customers and groups of customers in response to competitive
alternatives and customer needs. Innovative pricing plans and packaging of services are
critical to BellSouth and its ability to adequately respond to the competitive marketplace.

Objective Number 6: Permit all Company retail rates to move toward incremental cost or
market price.

This continues to be an appropriate objective and this plan has made significant strides in
this regard. Additional rebalancing may still be appropriate. As an example, the
Company is reviewing possible zone charge reductions to be accomplished through a rate
rebalance. Please see discussions for Objectives 1 and 5, above.

Objective Number 7: Ensure that the potential introduction of competition to all markets

in Kentucky is not hindered by the Plan.

This objective has been met and continues to be an appropriate objective. There has been
significant activity, by both this Commission and the FCC, to facilitate the introduction
and foster the growth of competition. There are now more than 80 CLECs providing
services in Kentucky. CLEC presence grows daily and as of the end of May 2003 the
Company estimates CLECs are now serving over 200,000 Kentucky consumers. Exhibit



3a illustrates the estimate of the total lines now served by CLECs in BellSouth’s
Kentucky territory. The chart also indicates the estimated trend of CLEC provided lines
through the end of 2003. This represents approximately 17% of the combined residential
and business market share in Kentucky (see Exhibit 3b). Exhibits 3a and 3b are based
upon June 2003 information. Exhibit 4 provides additional detail capturing the quantity
of resold lines and an estimate of the quantity of facility based lines served by multiple
CLEC:s operating in Kentucky thru May 31, 2003. The number of lines served by each
provider has been redacted to maintain the confidentiality of this information.

Kentucky consumers’ choices for telecommunications services continue to expand. One
might expect more competitive alternatives in Kentucky’s most densely populated areas -
- and this is true. Today there are over 50 CLECs serving customers in the Louisville
market.

But what about consumers in Kentucky’s smaller towns? In all the Kentucky territory
served by BellSouth, there are no fewer than six and sometimes more than 50 CLECs
now providing competitive telecommunications services. That is without considering the
additional wireless, cable or municipal competitors offering services. Consider this list:

Location CLEC: Serving
Nebo 16
Willisburg 6
Fredonia 9
Milton 9
Pikeville 32
Mayfield 27
Utica 7
Virgie 23
Sacramento 10
Pineville 30
Owensboro 45
Bowling Green 46
Winchester 37
Louisville 51
Panther 13
Dixon 16

Exhibit 5 is a Kentucky map illustrating the availability of consumer choices for their
telecommunications services. Additionally, Exhibit 6 is a representative sample of
advertisements for CLEC service bundles and offers available to nearly all Kentucky
consumers,



In the last three years, the Commission has assured that BeliSouth provides the same
outstanding service quality to both its retail and wholesale (CLEC) customers. In 2001,
the Commission adopted BellSouth’s Service Quality Measurements plan.'

The Commission’s oversight of the competitive telecommunications marketplace clearly
has brought choices to Kentucky’s consumers. However, the world and competition are
changing. Many consumers are making the choice to use their cellular phones in lieu of
the traditional wireline alternative. The FCC noted in its Seventh Report, “an estimated 3
to 5 percent of consumers have cut the cord,” meaning they do not subscribe to wireline
phone service.? Additionally, a May 2003 study “Mobile Wireless as a Substitute for
Primary Fixed Line Service” by Ernst & Young LLP and PriMetrica indicated that the
FCC’s assessment might be too conservative. As written, “The study estimates the
replacement for fixed line at a much higher level than the 3% to 5%, ‘Usage substitution,
mobile wireless for fixed line, appears to be more prevalent with estimates ranging from
11% to 20% of the mobile wireless customers having replaced ‘some’ to a ‘significant’
share of their fixed line usage with mobile wireless usage.”

Cellular companies are aggressively marketing full service bundles with features such as
voice mail, three-way calling, caller ID, call waiting, call forwarding, ‘free’ long-
distance, unlimited night and weekend calls, unlimited mobile wireless to mobile wireless
calls. Exhibit 7 illustrates some of the service plans available to nearly any Kentucky
consumer.

Kentucky consumers are also being offered other non-regulated alternatives. Cable
television providers are now offering enticing bundles that not only include basic and
premium television channels, but also Internet access, long distance service and local
telephone service. Other forms of telecommunications services are available to Kentucky
consumers. Exhibit 8 is a copy of a July 7, 2003 US4 Today cover story reporting that
Voice Over Internet Protocol (“VOIP”) technology has “suddenly arrived —and it’s
poised to rock the telecommunications industry.” The article also maintains «. ..
technological advances and broadband’s growth have made calls on the Net, or Internet-
like private networks, roughly equivalent to traditional phone service.”

Conclusion and Proposal

The TRP has met the objectives set for it three years ago. The TRP framework continues
to be an appropriate regulatory plan as we move towards deregulation because it has a
proven track record of meeting the stated objectives, and because, at its maximum, it
provides the flexibility in regulation that is needed in today’s telecommunications
environment. We expect the regulatory framework to continue to evolve just as it has
done since we initially moved away from traditional Rate of Return regulation in 1988.

! Case No. 2001-105, Investigation Concerning the Propriety of InterL. ATA services by BellSouth
Telecommunication, Inc., Pursuant to the Telecommunications Act of 1996.

? Implementation of Section 6002(b} of the Omnibus Budget Reconciliation Act of 1993, Arnual Report
and Analysis of Competitive Market Conditions with Respect to Commercial Mobile Services, Seventh
Report,
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Just as the Commission has approved prudent modifications and changes in its
requirements for BellSouth over the last three years (billing format, promotions, CSAs),
the Commission and other interested stakeholders will have the same opportunities under
a continuation of the plan to evaluate and make decisions regarding new proposals the
Company likely will introduce for services as the dynamically changing Kentucky
telecommunications marketplace continues to develop.

The only specific change BellSouth proposes at this time is to eliminate the three-year
reference in the tariff. The attached tariff proposal (Exhibit 9) reflects that change.

We appreciate the Commission and staff’s willingness to provide consumers the benefits
of moving towards deregulation in the telecommunications industry. The flexibility
allowed under the TRP is an appropriate next step in this contingum. Should you or the
staff have any questions conceming this filing or need additional information, please call
me at 502-582-2167, or Jim Tipton at 502-582-8925.

Very truly yours,

Attachments
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BellSouth Kentucky DSL Equipped Wire Centers

]
February - 2002

ALLNKYMA ALLEN

BDFRKYMA BEDFORD July - 2001
BLFDKYMA BLOOMFIELD 2H2003
BNTNKYMA BENTON Agril - 2001
BRGNKYMA BURGIN Aprit - 2002
BRTWKYES BARDSTOWN March - 2001
BVDMKYMA BEAVER DAM July - 2001
BWLGKYMA BOWLING GREEN January - 1989
BWLGKYRY BOWLING GREEN RICHARDSVILLE March - 2002
BYVLKYMA BEATTYVILLE July - 2001
CADZKYMA CADIZ July - 2001
CLAYKYMA CLAY March - 2002
CNCYKYMA CENTRAL CITY September - 2001
COTNKYMA CROFTON April - 2002
CRBNKYMA CCRBIN June - 2001
CRBOKYMA CRAB ORCHARD 2H2003
CRLSKYMA CARLISLE February - 2002
CRTNKYMA CARROLLTON June - 2001
CYDNKYMA CORYDON March - 2002
CYNTKYMA CYNTHIANA September - 2001
DAVLKYMA DANVILLE March - 2001
DRBOKYES DRAKESBORO September - 2001
DWSPKYES DAWSON SPRINGS February - 2002
EDVLKYMA EDDYVILLE March - 2002
EKTNKYMA ELKTON May - 2002
ELCYKYES ELKHORN CITY February - 2002
EMNNKYES EMINENCE July - 2001
ENSRKYMA ENSCR QOctaber - 2001
FDCKKYES FEDSCREEK 2H2003
FKLNKYMA FRANKLIN June - 2001
FLTNKYMA FULTON September - 2001
FRFTKYES FRANKFORT EAST February - 2001
FRFTKYMA FRANKFORT MAIN January - 2000
GBVLKYMA GILBERTSVILLE June - 2002
GNVLKYMA GREENVILLE May - 2001
GRTWKYMA GEORGETOWN June - 2001
HABTKYMA HABIT March - 2002
HANSKYMA HANSON March - 2002
HDBGKYMA HARRCDSBURG June - 2001
HNSNKYMA HENDERSON May - 2001
HPVLKYMA HOPKINSVILLE May - 2001
HRBGKYES HARDINSBURG June - 2002
HRFRKYMA HARTFORD July - 2001
HRLNKYMA HARLAN June - 2001
HWVLKYMA HAWESVILLE May - 2002
INEZKYMA INEZ April - 2002
JCSNIKKYMA JACKSON February - 2002
JNCYKYMA JUNCTION CITY February - 2002
LBJTKYMA LEBANON JUNCTION 2H2003
LGRNKYES LAGRANGE July - 2000
LOUSKYES LOUISA August - 2003
LRBGKYMA LAWRENCEBURG February - 2001
LSVLKY26 26TH STREET QOctober - 1999
LSVLKYAN ANCHORAGE April - 1999
LSVLKYAP ARMORY PLACE April - 1999
LSVLKYBE BEECHMONT March - 2000
LSVLKYBR BARDSTOWN ROAD April - 1999
LSVLKYCW CRESTWOOD July - 2000
LSVLKYFC FERN CREEK May - 2000
LSVLKYHA HARRODS CREEK July - 2000
LSVLKYJT JEFFERSONTOWN June - 2000
LSVLKYQA OKOLONA April - 1999
LSVLKYSH SHIVELY May - 2000
LSVLKYSL SIX MILE LANE April - 1999
LSVLKYSM ST MATTHEWS April - 1999
LSVLKYTS THIRD STREET April - 1999
LSVLKYVS VALLEY STATION May - 2000

EXHIBIT 2a
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BellSouth Kentucky DSL Equipped Wire Centers

Apri) - 1999

LSVLKYWE WESTPORT ROAD

MAGCEKYMA MACEQ April - 2002
MARNKYMA, MARION October - 2001
MARTKYMA MARTIN February - 2002
MCDNKYMA McDANIEL 2H2003
MCWLKYMA McDOWELL 2H2003
MDBOKYMA MIDDLESBORO June - 2001
MDVIKYMA MADISONVILLE March - 2001
MGFDKYMA MORGANFIELD July - 2001
MGTWKYMA MORGANTOWN March - 2002
MRRYKYMA MURRAY April - 2001
MTSTKYMA MT STERLING June - 2001
MYFDOKYMA MAYFIELD April - 2001
NEONKYES NEON April - 2002
NRVLKYMA NORTONVILLE March - 2002
NWHNKYMA NEW HAVEN 2H2003
OKGVKYES OAK GROVE May - 2001
OWBOKYMA OWENSBCORO March - 2001
OWTNKYMA OWENTON October - 2001
PARSKYMA PARIS June - 2001
PDCHKYIP PADUCAH INFORMATION PARK June - 2003
PDCHKYLO PADUCAH LONE OAK April - 2001
PDCHKYMA PADUCAH KENTUCKY STREET April - 2001
PDCHKYRL PADUCAH REIDLAND April - 2001
PIVLKYMA PINEVILLE July - 2001
PKVLKYGV PIKEVILLE GARDEN VILLAGE July - 2003
PKVLKYMA PIKEVILLE January - 2000
PKVLKYMT PIKEVILLE META February - 2002
PLRGKYMA PLEASANT RIDGE March - 2002
PNVLKYMA PAINTSVILLE June - 2001
PRBGKYES PRESTONSBURG June - 2001
PRTNKYES PRINCETON September - 2001
PRVDKYMA PROVIDENCE July - 2001
PRVLKYMA PERRYVILLE February - 2002
RBRDKYMA ROBARDS March - 2002
RCMDKYMA RICHMOND March - 2001
RLVLKYMA RUSSELLVILLE September - 2001
RSTRKYES ROSE TERRACE March - 2001
SDVLKYMA SADIEVILLE 2H2003
SHVLKYMA SHELBYVILLE February - 2001
SLVSKYMA SALVISA February - 2002
SNTNKYMA STANTON October - 2001
SPFDKYMA SPRINGFIELD July - 2001
SSVLKYMA SIMPSONVILLE July - 2001
STFRKYMA STANFORD July - 2001
STGRKYMA STAMPING GROUND May - 2002
STRGKYMA STURGIS August - 2001
SYMSKYMA SYMSONIA December - 2002
TYVLKYMA TAYLORSVILLE July - 2001
VIRGKYMA VIRGIE April - 2002
WACOKYMA WACO February - 2002
WDDYKYMA WADDY 2H2003
WHBGKYMA WHITESBURG June - 2001
WHVLKYMA WHITESVILLE April - 2002
WLBGKYMA WILLIAMSBURG September - 2001
WLCKKYES WALLINS CREEK February - 2002
WNCHKYMA WINCHESTER March - 2001
WRFDKYMA WARFIELD April - 2002
WYLDKYES WAYLAND February - 2002

EXHIBIT 2a
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Exhibit 6 Page 1a of 11
Representative Sample of Advertisements for CLEC Service Offers
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Attention
BellSouth
G ELGMEL
Customers:

You Can Save
Big By Joining
MomentumFamily

MomentumFAﬂNl.? Momentumuml.f
Unlimited

‘ J,as low as .| ‘as low as

*26,.1.,...“,* 42 manth*

' FREE Unlimited Local Calling ~ FREE Unlimited Local Calfing
FREE 60 Minutes Long Distance -, FREE Uniimited Long Distance
FREE 10 Popular Caling Featurss I FREE 10 Popular Calling Features 5
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wiar Local Plan

, * Unlimited Local Calling

* 30 Minutes FREE Long Distan
Every Month

* FREE Caller ID g f;’i ;nkg;:
& Call Waiting  Jiaisilh ,

and get 3 mo
Features fo

FREE!

gﬂﬁﬁmm Al i S festeit ecuasharhy | Call within the
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Advertisement from Winchester Sun
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Billboard located at the comer of Sixth Street and Muhammad Ali Boulevard, Louisville,

KY, and also in the parking lot adjacent the BellSouth building at 526 Armory Place in
Louisville, KY.
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Billboards located and viewable from:
River Road and I-71 South
I-64 East and I-71 North
Preston Highway and 1-264 West
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Cinergy Communications

Local Phone Service - Kentucky
Feature List

Available packages and pricing

Lucal /LD Combo 1 — $24.95 per month F A Q

SPECIAL OFFER! (Frequertty Asked Onmemtiors;

Sign up now and get our Local /LD CLICK HERE far & iist of

Combo 1 for only $21,.95 PER MONTH Frag, ;;Hg;;-’m,ﬂmm

for yaur first six montha Questions about our Local
Phone Service in
Kertuky.

Package includes these features:
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Two-Line Package~— $44.95 per month
Tnwhides these features:

o A sacond focal number -~ wse it for the kids, or WO Piome office,
o G0 minutes of anytimedamewhere Long Distsnce Service ™ oer
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Join The Neighberhood
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» * Unlimited Local Calling

* 30 Minutes FREE Long Distan
Every Month

* FREE Caller ID
& Call Waiting
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Unhm:ted Long Distance
to other MyLine customers!
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Cellular Alternatives Available to Residential & Business Customers in Kentucky

Exhibit 7

Night & Nationwide
Company | Service Name | Anytime Additional Weekend Long Features Price
Minutes Minute Rate Minutes Distance

i SuperHome 50 50 $0.49, N/A Included 3-Way, CF, $19.99
Cmgular P Roaming $0.79 CID, CW,
BVM
SuperHome 300 | 300 + 5,000 $0.45, N/A Included 3-Way, CF, $29.99
Choice Roaming $0.79 CID, CW,
BVM
SuperHome 300 | 450 - 5,250 $0.45, N/A Included 3-Way, CF, $29.99 -
+ 50% Rollover -%$0.29 CID, CW - - - £199.99
- 3,500 Roaming $0.79 BVM
SuperHome 600 600 + - $0.45, - $0.35 N/A Included 3-Way, CF, $39.99 -
+-2,500 2,550 + 5000 Roaming CID, CW, $149.99
Rollover Choice $0.79 BYM
Nation 200 200 $0.45, Included Included 3-Way, CF, $35.00
Roaming CIb, CW,
Included BVM
Nation 400 +- 400 - 2,000 $0.39 - 50.35 1,000 - Included 3-Way, CF, | $45.00 -
2,000 + Rollover 5,000 CID, CW, $150.00
BVM

4

. P

$0.20/min

beasaE i) b £ dits) o |
Local Digital 500 up to $0.45 -30.35 Unlimited $0.20, 3-Way, CF, $39.99 up
: Choice 500 - 1,100 Roaming CW, CID, to $79.99
Verizon 1,100 i $0.69 VM
America’s 400 - 700 + | $0.45 - $0.40 Unlimited Included 3-Way, CF, $39.99 up
Choice 400 - 700 | 100 Bonus CW, CID, to $59.99
VM

Instant Connect 500 $0.40/min CH, CW, 3- $39.99
Nextel 5000 Way
National Value 1 300 - 500 $0.40 3,200 - Included CH, CW, 3- $35.99-
-1 4,000 Way $45.99
National Free 400 up to $0.40 Unlimited Included ¥M, CID, $59.99 up
Incoming I — IV 1,100 - CH, CW, 3- to $119.99
— Unlimited Unlimited N/A Way up to
Plus $199.99

1. All information was compiled from Internet websites, Depending on the specific plan, roaming fees
(off-network fees) may apply. Prices shown do not include taxes or additional fees authorized by
regulatory authorities.

2. Features — CH — Call Hold, CW — Call Waiting, 3-Way — 3-Way Calling, VM — Voice Mail, CID —
Caller ID, NOT — No Answer Transfer, BDA - Basic Digital Advisor, PYM - Premium Voice Mail,
CF - Call Forwarding, EVM — Enhanced Voice Mail

3. Some providers offer a number of enhanced services, i.e., Enhanced Voice Services, Paging Services,
Online Services, Messaging Services, Email Services, Blackberry Email Services, etc., with additional
charges for such services & Geographic coverage areas may differ by provider & Rate plans may not
be available in all areas. Some offers are only available for a limited time & all offers are subject to
change without notice. Most plans require a term contract, and may contain early termination fees.



Exhibit 8

Voice Over Internet Protocol
USA Today Cover Story
July 7, 2003
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Exhibit 8

Voice Over Internet Protocol
USA Today Cover Story
July 7, 2003

Technological advances make Net calling more like regular calling
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BY: E.C. Roberts, Jr., President - KY
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A36. TRANSITION REGULATION PLAN

A36.1 Company Transition Regulation Plan
A36.1.1 General

A,

C.

The following rules shall govern the operations of BellSouth Telecommunications, Inc. (the Company) and its regulation by
the Kentucky Public Service Commission (the Commission). This Tariff applies to all regulated services filed with the
Commission as listed in A36.1.4.

Objectives of the Transition Regulation Plan (the Plan).
The objectives of the Plan shall be to:

1. Ensure basic service continues to be available at reasonable rates, and shield the basic ratepayer from significant price
increases resulting from the changing marketplace.

Continue 1o provide high quality service.

Permit the Commission and the Company to direct their energies to meet customer's needs and enhance efficiency in the
provision of telecomrunications services throughout Kentucky.

Provide enhanced incentives to invest in new technologies and services.

Permit the Company the added flexibility to price competitive services, set depreciation rates, and respond to a changing
marketplace.

6. Permit all Company retail rates to move toward incremental cost or market price.
7.  Ensure that the potential infroduction of competition to all markets in Kentucky is not hindered by the Plan.

In addition to the provisions in this section (A36) of the tariff, the Transition Regulation Plan also includes gradual rate
rebalancing, infrastructure investments, and the introduction of an Economic Development tariff (A2.4.9).

A36.1.2 Definitions

A. Term-— The Plan will continue until the Commission approves revisions.
B. Classification of services - There are three service categories: 1) Industrial, 2) Access, and 3) Retail. See A36.1.4 for the
classification of each existing Company service into one of the three service categories.

1.  Industrial services are those non-access services that are provided on a wholesale basis to other telecommunications
companies (these include Unbundled Network Elements [UNEs] and the resale discount). Also included in the industrial
category are Lifeline rates and the Universal Service Fund (USF) rate elements.

2. Access services are Switched and Special Access services as defined in the Access Services (E) Tariff.

3. Retail services are all other services that are not classified as Industrial or Access services.

C. New Service - A new service is a function, feature, capability, facility, or combination of these, which previously has not been
offered.
A36.1.3 Regulations
A. Changing Classification

1. The Company is permitted to reclassify services by applying to the Commission. The Commission has thirty (30) days to
review the request for reclassification and either approve or suspend the request. If the Commission takes no action
within thirty (30) days, the reclassification is deemed approved. When a request for reclassification is suspended,
Commission regulations and Kentucky law are applicable to any further Commission action.

B. Tariff Requirements

1. Terms and conditions of existing tariffed services are deemed approved and govern the contractual relationship between
the Company and its customers.
All services must cover long run incremental costs except as noted in A36.1.3.B.3.

3. The Company may in good faith file for prices below long run incremental cost to meet the equally low price of a
competitor. The Company shall file evidence that competitors are charging rates below the Company's long run

?ncremental cost for the service. If the competitive price threat vanishes, within thirty (30) days, the Company shall
increase its price to cover the long run incremental cost of the service.

All BellSouth marks contained herein are owned by BellSouth Intellectual Property Corporation
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